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MILITARY CONSTRUCTION APPROPRIATIONS
FOR FISCAL YEAR 2000

TUESDAY, MARCH 16, 1999

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 10 a.m., in room SD-192, Dirksen Sen-
ate Office Building, Hon. Conrad Burns (chairman) presiding.
Present: Senators Burns, Stevens, and Murray.

DEPARTMENT OF DEFENSE

DEPARTMENT OF THE NAVY

STATEMENT OF ROBERT B. PIRIE, ASSISTANT SECRETARY OF THE
NAVY (INSTALLATIONS AND ENVIRONMENT)
ACCOMPANIED BY:
REAR ADM. LOUIS M. SMITH, COMMANDER, NAVAL FACILITIES EN-
GINEERING COMMAND
MAJ. GEN. GEOFFREY B. HIGGINBOTHAM, USMC, DEPUTY CHIEF
OF STAFF FOR INSTALLATIONS AND LOGISTICS, HEAD-
QUARTERS MARINE CORPS
REAR ADM. JOHN B. TOTUSHEK, CHIEF OF NAVAL RESERVE

OPENING STATEMENT OF CONRAD BURNS

Senator BurNs. We will call the committee to order this morning.

Thank you to the panel, we appreciate your delaying here just
a little bit. We are going to talk about military construction and
how it affects the United States Navy and the United States Ma-
rine Corps. First we will hear from the Navy.

Secretary Pirie, it is nice to have you back again. | appreciate
our working relationship, it has been very good, and | appreciate
the efforts you have put into it. We hope that we can do some good
things for our people in uniform. This is probably the fifth or sixth
time you have been before this committee since | have been here.
You are probably getting tired by now. But we appreciate your ef-
forts.

I have some concerns—and my statement will be very, very
short—the way the Department of Defense is starting to deal with
the military construction budget. | am very concerned about it. In-
cremental funding has risen. Some concerns have come up, that
maybe that will slow our execution and what our mission is and
what the eventual bottom-line cost to the taxpayers at the end of
those projects will be. Also, it appears to me that we are assuming
some risk that would not necessarily have to assume.
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Senior defense officials have told me that one-time-only funding
technique advance appropriations of all projects. However, the
same fiscal challenges that the Department faced putting together
the fiscal year 2000 budget will still be there for years to come. We
still have got a big challenge ahead of us. The danger will be that
we begin not to fully fund military construction up front, but
spread those costs over 2, 3, and as many as 5 years.

I tend to oppose incremental funding, and believe it is a wrong
way that the Department should proceed. | think it will strike a
major blow to revitalizing our aging infrastructure and improving
the quality of life of our members that are in uniform, and their
families. | can assure you that we will approach this situation with
a great deal of care and consideration and with the cooperation of,
Mr. Secretary, you and your staff that we have always enjoyed be-
fore. 1 think we can be very candid and very frank with one an-
other on what your opinions are on this and how we should proceed
and how we should work together on it, to make sure that the risk
to the taxpayer and the total cost, bottom line, is taken into consid-
eration before we go into such an action.

The Navy has 12 bachelor quarters projects in its budget. The
Marine Corps has three such projects, and that is a good start. We
look forward to working with you, of course, on these critical re-
quirements, because we are also very much aware of retention in
our military. Where | see our biggest problem, or our biggest chal-
lenge, ahead of us, is that we are not building Non-Commissioned
Officers (NCO’s) like we did. NCQO’s are getting out of the service,
and we need those people.

I want to relate to you a story. We met with some Air Force peo-
ple in the Middle East. Two women, in particular, really got my at-
tention, one was a tech sergeant; one was a staff sergeant, skilled
people—radar technicians on AWACS. Very, very important jobs,
and they were going to separate themselves from the Air Force.
And that, after gaining those ranks and obtaining those skills in
very sensitive areas, concerns all of us in the retention of good peo-
ple. And I, coming from the ranks of the enlisted, I am very con-
cerned that we are not building NCO's, people who are really the
backbone of our military.

So, Secretary Pirie, we will look forward to your statement this
morning. We will have some questions and discuss some of the on-
going projects, and also what you see on the horizon as far as how
we tend to the quality of life, and also carry out our mission of na-
tional defense. We welcome you here this morning, and Admiral
Smith, General Higginbotham, Admiral Totushek.

I mentioned to Senator Biden at one time, | always thought it
was a great talent that when you get to the weakest part of your
argument you can elevate the volume on your speech, and you may
have to do that this morning.

So, thank you for coming this morning. We look forward to your
statement. If you want to capsulize that, that is fine. Then we will
have some questions.
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STATEMENT OF ROBERT B. PIRIE

Mr. PIRIE. Thanks, Mr. Chairman. With your permission, | will
submit my lengthy, formal statement for the record. And | just
have a few summary remarks, if | may.

Senator BurNs. That is fine. Your full statement will be made
a part of the record.

Mr. PIRIE. | am very pleased to be back here again, one more
time, Mr. Chairman. And | appreciate your extremely kind re-
marks about our working relationship, which | think has been ter-
rific from our point of view, and | look forward to continuing to get
good things done together.

As you said, Major General Higginbotham, Deputy Chief of Staff
of the Marine Corps for Installations and Logistics, is here, on my
right. On my left is Admiral Louis Smith, who is the Chief of the
Naval Facilities Engineering Command. And on my extreme left is
Admiral John Totushek, who is Chief of the Naval Reserve.

Senator BurNs. A good Irish name. His day is coming up, on the
17th. [Laughter.]

NAVY BUDGET OVERVIEW

Mr. PIRIE. As | said, | am pleased, Mr. Chairman, to be here to
discuss the Department of the Navy's fiscal year 2000 budget for
shore infrastructure and military construction. In many ways, the
budget we are presenting this year is better than last year’s. We
project the backlog of maintenance and repair to grow more slowly
as a result of real property maintenance and demolition programs.
We have got a more robust Military Construction (MILCON) pro-
posal, with numerous piers, compliance projects, and quality-of-life
projects.

Our Base Realignment and Closure (BRAC) request is down. But
that reflects the fact that we are coming to the end of four rounds
of BRAC.

On the whole, we think this year's budget is a good one, and we
hope that you will continue to support us as you have in the past.
I recognize the concern that the administration’s request for ad-
vanced appropriations may have caused. And | can only refer to
what has been said by Dr. Hamre and Mr. Lynn: It is a one-time
expedient to allow inclusion of high-priority readiness and mod-
ernization programs. It was undesirable but unavoidable. We ex-
pect to be able to execute the projects we have requested without
undue delay or expense.

With respect to the military family housing, the projects for pub-
lic/private ventures that we propose are not subject to advance ap-
propriations, and we expect to proceed with them in due course.
For fiscal year 2000, we anticipate five projects, encompassing
some 2,196 homes. And we currently have five other projects which
may affect over 15,000 homes, awaiting resolutions of concern ex-
pressed by the House Appropriations Subcommittee on Military
Construction. We hope to resolve the questions that they have
raised, and proceed with the projects soon.

But | would like to underscore that our Public/Private Ventures
(PPV) program is not about saving money, it is not about getting
out of the housing business. It is about getting better, more afford-
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able housing for sailors and marines, and getting it sooner than we
could using past practices. The committee has been very supportive
of this in the past, and we hope you will continue that support now
that we are on the point of making significant progress.

In the area of BRAC, we are, as | said, approaching the end of
the first four rounds, and we have closed 165 of 178 affected facili-
ties. It is important to note that closure is the point at which sig-
nificant savings begin to accrue. We still have major hurdles to
clear in cleanup and conveyance of the property. Cleanup is pro-
ceeding reasonably well, as you may note by reference to the table
on page 12 of my full testimony. We have not delayed any phase
of BRAC action because of cleanup.

Conveyance is more problematical. In many cases, communities
are not willing or able to take title to the property when we are
ready to turn it over. We are pursuing an aggressive policy of in-
terim leasing in order to allow productive reuse of the property
while all of the myriad details that go with conveyance are accom-
modated. But we would prefer to hand over the property earlier
rather than later in the process. In this and other areas of base clo-
sure, we may be able to improve over the first four rounds, but I
believe we should go forward now, as requested by the administra-
tion.

Thanks, Mr. Chairman. That concludes my remarks.

[The statement follows:]

PREPARED STATEMENT OF ROBERT B. PIRIE, JR.

Good day, Mr. Chairman and members of the Committee, | am Robert B. Pirie,
Jr., Assistant Secretary of the Navy for Installations and Environment. | appreciate
the opportunity to speak to you today on the Department of the Navy's (DON) in-
stallations and facilities program.

My statement today will cover a number of areas: Shore infrastructure challenges;
The infrastructure budget in perspective; Program highlights for family housing,
military construction, and Base Realignment and Closure (BRAC) and Infrastruc-
ture efficiency efforts.

SHORE INFRASTRUCTURE CHALLENGES

Naval forces provide presence and project power around the world to preserve
American security through peacetime engagement and deterrence. At any given
time, more than 50,000 Sailors and Marines are deployed around the world aboard
100 ships. The Navy-Marine Corps team responded to a national tasking, on aver-
age, at least once every three weeks during 1998. This is a five-fold increase from
the days of the Cold War.

| am certain that members of this Committee will agree that in many respects,
our shore infrastructure is the launch pad for the readiness of our military forces.
Piers provide berthing, electrical power, and support facilities for ships in
homeports. Runways support rapid deployment and transit of people, material and
supplies. Hangars shelter valuable aircraft for maintenance and repair work. Train-
ing facilities and ranges allow Sailors and Marines to learn and hone their war
fighting skills. Shipyards provide the industrial capability for ship repairs. Mainte-
nance and operations facilities make our ground forces and their equipment combat
capable. Laboratories transform science into new fleet technologies. Military housing
and community facilities are the place our Sailors, Marines and their families call
home. All provide a critical ingredient in our ability to deploy Naval forces when
needed.

U. S. taxpayers have made a considerable investment in our shore infrastructure.
After BRAC is completed, the Navy will have over 88,000 facilities, 400 piers and
wharves, and 180 runways with a plant replacement value of $100 billion on 2.1
million acres of land. The Marine Corps will have over 38,000 facilities, 10 piers and

1A facility is a separate and individual building, structure, or other real property improve-
ment.
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wharves, and 50 runways with a plant replacement value of $25 billion on 1.6 mil-
lion acres. As we fund current shore operations, we must consider our stewardship
responsibilities and invest in the maintenance and repair of these facilities to pre-
serve their use for the future.

Yet, we face the twin challenges of needing to invest more in our facilities, while
at the same time needing to rid ourselves of excess capacity. Most of our piers and
wharves were built in the early 1940s and 1950s. Fifty-seven percent of the pier
space and 40 percent of the wharf space is substandard? or inadequate. Addition-
ally, the Navy and Marine Corps has over 32 million square yards of runway pav-
ing, 48 percent of which is substandard or inadequate. Our backlog of maintenance
and repair (BMAR) continues to grow. The Navy’s critical® BMAR is currently $2.4
billion and increases to $2.9 billion in fiscal year 2003 before stabilizing. The Marine
Corps BMAR is currently $689 million and stabilizes at $722 million in fiscal year
2003. The family housing BMAR is currently $2.2 billion for the Navy and $1.3 bil-
lion for the Marine Corps. We are investing 1.8 percent of the Plant Replacement
Value (PRV) of our facilities, compared to a rate of two to four percent recommended
by a 1990 report of the National Research Council.

Despite four rounds of base realignment and closure (BRAC), we continue to have
excess capacity. While the number of ships and Sailors were reduced by 40 percent
and 30 percent respectively since 1988 as a result of BRAC, Navy shore infrastruc-
ture decreased by only 17 percent of PRV.

I know this Committee understands how high quality shore facilities bring out the
best in our people. Our mutual goal is to provide quality shore facilities to support
the current and future readiness of U. S. Naval forces. Let me describe the invest-
ment and efficiency solutions we are pursuing. Where appropriate, | will use metrics
to display where we were at the end of fiscal year 1998, where we expect to be at
the end of fiscal year 2000 based on this budget submission, and what our future
goals are.

THE INFRASTRUCTURE BUDGET IN PERSPECTIVE

Financing the Fiscal Year 2000 Construction Program

Before | explain our fiscal year 2000 budget request, | must first describe two new
financing techniques that the DOD has instituted for the military construction ac-
counts in fiscal year 2000. This change affects virtually all construction projects4
in the Military Construction, Navy: all projects in the Military Construction, Naval
and Marine Corps Reserve; all Family Housing, Navy construction and improve-
ments; > and all BRAC.

First, the fiscal year 2000 program requests authorization for the full program
amount, which is shown throughout this statement. However, the fiscal year 2000
appropriation request is only for that portion expected to be actually spent in fiscal
year 2000, plus an additional factor for unforeseen actions. The remainder of the
construction portion of the project is included in a request for Advance Appropria-
tions in fiscal year 2001.

Second, the fiscal year 2000 DON budget also annualizes the cost of Supervision,
Inspectlon and Overhead (SIOH) in military construction projects to align budgeted
costs with expenditure trends over five years. The budget requests full authorization
of SIOH, but appropriation for only that portion to support work to be done in fiscal
year 2000.

The following table displays the effect of both the Advance Appropriations and
annualization of SIOH on our fiscal year 2000 program.

[Dollars in millions]

. . Less 2001— -
Fiscal Year Less Fiscal Equals Fiscal
2000 Auth Re-  Year 2001 Ad-  , 200° Lees Other Year 2000
quest vance Appn SIOH g Appn Request
MCON e $922.7 $496.6 $43.0 6$63.3 $319.8
MCNR .o 15.6 10.0 0.7 49
FHCON .o 246.9 170.4 119 64.6

2Substandard means it is capable of supporting current use, but requires repair or modifica-
tion; inadequate cannot be economically made adequate.

3 Environmental, safety, mission, and quality of life projects that should not be deferred.

4The only exception is MILCON projects above $50 million that are phased over several years.

5Family Housing PPV projects in the DoD Family Housing Improvements Fund (FHIF) are
not affected.
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[Dollars in millions]

Less 2001—

Fiscal Year Less Fiscal Equals Fiscal
2000 Auth Re-  Year 2001 Ad- , 200° Less Other Year 2000
quest vance Appn SIOH 9 Appn Request
BRAC e 452.6 2547 s 7-135 2114
Total 1,637.8 931.7 55.6 49.8 600.7

6Includes $76.0 million for phase-funded projects, for which advance appropriations are not sought, less $12.7 million
completion of a project previously authorized.

7This adjustment primarily reflects the transfer of $18.6 million for Homeowner’s Assistance Program less $5 million in
anticipated land sales revenue.

The use of Advance Appropriations and annualization of SIOH allows financing
of critical DON readiness programs in fiscal year 2000. For example, Advance Ap-
propriations was a one-time action that allowed the DOD to realign $3.1 billion to
readiness and personnel needs in fiscal year 2000, while still initiating all planned
construction projects envisioned under normal funding conventions. However, this
is not the preferred method of financing the program, and DOD only intends to uti-
lize this method for the fiscal year 2000 program. If the fiscal year 2000 Military
Construction Appropriations Act provides the fiscal year 2000 appropriations re-
quested in the President’s Budget including the advance appropriations of funds for
the fiscal year 2000 projects, it would provide all the funds (except the outyear
SIOH tail) needed to complete the fiscal year 2000 projects. The Biennial Budget
request for fiscal year 2001 fully funds all fiscal year 2001 projects (except the out-
year SIOH tail).

The military construction accounts also benefit from the use of Advance Appro-
priations. Four Navy and eight Marine Corps projects totaling $200 million (fiscal
year 2000 appropriation of $50 million) were added to the fiscal year 2000 program
as a result of funds made available by Advance Appropriations. These projects in-
cluded a pier replacement, quality of life facilities including new bachelor enlisted
quarters, maintenance facilities, and projects needed to improve readiness and
training.

I recognize that this new financing techniqgue may be controversial. We will have
to take some additional steps to make it work—we will have to place a “limitation
of funds” clause on many construction projects to insure that obligations and outlays
stay within the fiscal year 2000 appropriated amounts. It will also require much
closer fiscal and acquisition management attention. Since the first year appropria-
tion is more than sufficient to cover expected outlays, | expect no adverse impact
on program execution. Full authorization and approval of the fiscal year 2000 and
the fiscal year 2001 Advance Appropriations are the critical ingredients to the suc-
cess of this approach. | ask that we work together on the merits of this approach.

Compared with Overall DON Fiscal Year 1999 Budget

The Department of the Navy installation budget includes many appropriations:
Military Construction, Navy (MCON); Military Construction, Naval and Marine
Corps Reserve (MCNR); Family Housing, Navy (FHN); Base Realignment and Clo-
sure (BRAC); and Environmental Restoration, Navy. Base operations support and
real property maintenance functions are included in the Operations and Mainte-
nance accounts, Navy and Marine Corps, active and reserve. In aggregate, our fiscal
year 2000 installation program totals about $8.1 billion, or about 9.7 percent of the
DON fiscal year 2000 budget of $83.5 billion.

Compared with fiscal year 1999

Our fiscal year 2000 installation program (MCON, MCNR, FHN, BRAC) of $2.6
billion is eight percent more than the fiscal year 1999 enacted level of $2.4 billion,
and 13 percent more than our fiscal year 1999 budget request of $2.3 billion.

I am pleased to report that our fiscal year 2000 Military Construction, Navy Au-
thorization request of $922.78 million is considerably larger than our fiscal year
1999 budget request of $468 million, or the enacted level of $610 million. It is fi-
nanced with a fiscal year 2000 appropriation request of $319.8 million and a fiscal
year 2001 Advance Appropriations request of $496.6 million. Our fiscal year 2000
program, including Planning and Design and Unspecified Minor Construction, con-

8 Includes full authorization of SIOH and multi-phase construction of a berthing wharf at San
Diego, CA and CINCPAC headquarters building at Camp H.M. Smith, Hawaii.
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sists of 429 Navy projects totaling $688 million (fiscal year 2000 appropriation of
$267.5 million) and 23 Marine Corps projects totaling $162 million (fiscal year 2000
appropriation of $52.3 million). The fiscal year 2000 Military Construction, Navy
and Marine Corps Reserve program of $15 million (fiscal year 2000 appropriation
of $4.9 million) is similar to the fiscal year 1999 request, but below the fiscal year
1999 enacted level of $32 million. There are two Marine Corps reserve projects and
one Navy reserve project.

Our fiscal year 2000 Family Housing program is summarized in the following
table. Beginning in fiscal year 2000, all Public/Private Venture construction and im-
provement projects are included in the DOD Family Housing Improvement Fund.
Thus, our overall fiscal year 2000 Family Housing program of $1,204 million
($1,142.0 million + $61.7 million) is just slightly below the fiscal year 1999 enacted
level of $1,224 million. Our Family Housing Operations and Maintenance request
declines primarily due to inventory reductions of about 4,000 Navy and 1,500 Ma-
rine Corps homes and reduced utility costs due to energy conservation measures.
The increase in leasing is due to new leased units coming on-line at four locations
in Italy.

[In Millions of Dollars]

] . Fiscal Year
Fiscal Year Fiscal Year !
. Fiscal Year 2000 Appro-
Housing Program 1999 Enacted 2000 Author- et

Program ization Request 2000 DoD FHIF p”"gg;fe'

Construction 301.6 246.9 61.7 64.6
Replacement Construction [53.0] [75.9] [42.2] [15.2]
Improvements [233.0] [153.3] [19.5] [31.7]
Planning & Design [15.6] [17.7] [17.7
Operations & Maintenance .. § 788.3 749.1 749.1
LEASING .vveeerrreieiiseieeie e 134.6 146.0 146.0

Total Family Housing, Navy & Ma-
1NE COMPS oovvvrereverercireieinneiins 1,2245 1,142.0 61.7 959.7

Our fiscal year 2000 BRAC program of $453 million (fiscal year 2000 appropria-
tion of $198 million) is $122 million below the fiscal year 1999 enacted level of $575
million. This reduction is due to the virtual completion of BRAC construction and
realignment requirements. Our fiscal year 2000 BRAC program is now nearly all
environmental cleanup. The fiscal year 2000 BRAC environmental program of $382
million (fiscal year 2000 appropriation of $148.7 million) is 44 percent above the fis-
cal year 1999 enacted level of $265 million.

Our fiscal year 2000 Real Property Maintenance (RPM) request of $1.5 billion is
essentially the same as the fiscal year 1999 enacted level. RPM funds in the Oper-
ations and Maintenance accounts fund repairs, preventative and recurring mainte-
nance, minor construction and centrally managed demolition. To give special empha-
sis and provide more management flexibility, $643 million of DON RPM funds are
included in the Quality of Life Enhancements, Defense account.

FAMILY HOUSING

Basic Allowance for Housing

We rely first on the private sector to provide housing for our Sailors, Marines and
their families. Our bases have housing referral offices to help newly arriving fami-
lies find suitable homes in the community. In fiscal year 1998, about 74 percent of
Navy families and 66 percent of Marine Corps families worldwide lived in a home
they owned or rented in the community.

Service members receive a monthly housing allowance when government quarters
are not provided. Effective 1 January 1998, Basic Allowance for Housing (BAH) re-
placed both Basic Allowance for Quarters (BAQ) and Variable Housing Allowance
(VHA). BAH rates are linked to the actual housing costs where a member is as-
signed. Members assigned to high-cost areas will have a higher BAH and will not
be required to absorb a disproportionately higher share of their housing costs “out
of pocket.” Once fully implemented in the next four years, members at the same pay

9Includes $12.7 million Phase 11 of Norfolk pier upgrade authorized in fiscal year 1999.
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grade and dependent status will pay the same monthly out-of-pocket amount re-
gardless of location.

While BAH will equalize out of pocket expense across different locations, the na-
tional average out-of-pocket expense remains at 19.8 percent, still considerably high-
er than the DOD goal of 15 percent. The fiscal year 2000 budget retains the current
19.8 percent out of pocket rate. Nonetheless, we believe that the new BAH will be
particularly helpful to Navy and Marine Corps families, as many of our bases are
located in urban and coastal areas where living costs are higher.

Fix What We Own

Even with full implementation of BAH, there will remain many locations where
there are not enough suitable® homes in the community for our members. In such
locations, we have used family housing funds to build or acquire additional homes.
At the end of fiscal year 1998, the Navy had an inventory of 62,700 homes world-
wide and the Marine Corps had 25,600 homes. We also lease homes both here in
the U. S. and abroad. At the end of fiscal year 1998, we had about 5,500 leased
homes.

Our core family housing philosophy remains to first fix what we own. The Navy's
Neighborhoods of Excellence, and the Marine Corps Family Housing Campaign
Plan, embody the Department’s efforts to revitalize major home components for an
entire neighborhood, rather than piecemeal improvements on individual homes. We
update electrical and plumbing systems, replace windows and doors, add insulation,
modernize kitchens and baths, install new landscaping, and install better street
lighting. Using traditional family housing funds, our fiscal year 2000 improvement
program renovates 1,315 Navy homes at 9 locations at a cost of $130 million (fiscal
year 2000 appropriation of $27.2 million), and 407 Marine Corps homes at 6 loca-
tions at a cost of $24 million (fiscal year 2000 appropriation of $4.5 million).

Our fiscal year 2000 family housing construction program has three replacement
construction projects totaling 329 homes, all in Hawaii. Two projects are at Naval
Base Pearl Harbor: 96 homes at Hale Moku for $19.2 million (fiscal year 2000 ap-
propriation of $3.8 million); and 133 homes at Pearl City for $30.2 million (fiscal
year 2000 appropriation of $6.0 million). The remaining project is to replace 100
homes at Marine Corps Base Kaneohe for $26.6 million (fiscal year 2000 appropria-
tion of $5.3 million).

Public/Private Ventures

A number of years ago, we realized that the pace of new and replacement con-
struction and improvements would never let us solve our seemingly intractable
backlog of repairs and shortage of homes. We worked closely with the Congress to
establish ground breaking new authorities in fiscal year 1995 and fiscal year 1996
to use public/private ventures (PPV) as a housing tool. Under a five-year test pro-
gram which expires on 1 February 2001, we can provide cash, direct loans and loan
guarantees, and differential lease payments (DLP). We can also convey land or lease
existing land, housing and facilities to a developer in exchange for renovation or
construction of homes for our military members and their families. As the Secretary
of Defense announced, our objective was to use these tools to solve a 30-year hous-
ing problem in 10 years.

FAMILY HOUSING SHORTFALLS
[As of the end of Fiscal Year 1998]

Navy Marine Corps

Repair Backlog
Deficit (homes)

$2,200,000,000 $1,300,000,000
13,600 10,400

Completed PPVs

The Navy successfully completed two PPV projects in late 1996 and early 1997.
These projects were started under the 1995 authorities and completed under the
1996 authorities. In the south Texas area, the Navy invested $9.5 million, and the

10 Suitability is based on the following DoD criteria: location (within one hour commute); cost
(rent meets DoD criteria); size (minimum square footage and number of bedrooms); condition
(unit is well maintained and structurally sound). All owner occupied housing is deemed suitable.
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developer, Landmark Development Company, provided the remainder of the $32.5
million total project cost. Landmark constructed and manages 300 homes in a devel-
opment called Bridge Pointe in Portland, TX to support personnel assigned to Naval
Air Station Corpus Christi and Naval Station Ingleside. Landmark also constructed
and manages 100 homes at a development called Hawks Landing in Kingsville, TX
to support personnel assigned to Naval Air Station Kingsville. Both projects are lo-
cated off base and are fully leased, with about 75 percent occupied by military mem-
bers.

At Everett, WA, the Navy invested $5.9 million in a limited partnership with
Dujardin Development Company to construct and manage 185 homes on private
land. The total project cost was $18 million. Dujardin completed and manages a de-
velopment called Country Manor at Smokey Point for personnel assigned to Naval
Station Everett, WA. All units are leased to enlisted families.

PPVs—the next step

We have traveled a long road since those early successes. We wrestled with a
number of key concerns, including the future role of traditional military construc-
tion, construction standards, and occupant out-of-pocket expenses. We had extensive
discussions with fleet commanders, base commanders, and those we aimed to
serve—our Sailors, Marines and their families. We listened to what they had to say.
Last year, | established a new DON policy on PPV to resolve these and other issues:

Consider PPV first—Where communities cannot meet our housing needs, we will
rely first on PPVs, including replacement construction and whole-house revitaliza-
tion.

Regional scope.—We will evaluate our housing needs on a regional basis.

Quality standards.—We will establish PPV housing quality standards comparable
to what the private sector provides for civilians in similar income scales.

Out-of-pocket expenses.—Our goal is no out-of-pocket expenses for members.

Rent scale.—Rent scales are based on unit size and quality.

Conveying land or units.—We will not convey land unless it is excess to our long-
term needs.

Allowing non-military occupants.—Service members will have preference. To en-
sure full occupancy, PPVs can accommodate civilian leases of limited duration.

We established two new PPV groups at the Naval Facilities Engineering Com-
mand—one for management and another for acquisition. These groups will manage
PPVs in close coordination with the fleet and base commanders. Our acquisition
strategy has matured to applying two business models for PPV projects. A Limited
Partnership will be used for terms up to 15 years for housing on private land where
our equity contribution is limited to cash. A Limited Liability Company (LLC) will
be used for a minimum 50-year term for housing on government or private land
where our equity contribution includes privatizing existing government owned hous-
ing. Both include escrow accounts, performance bonds, insurance, and personal and
corporate guarantees to ensure that our interests are protected during the construc-
tion phase and succeeding years. Both models minimize government liability while
still giving us flexibility to address changing requirements over the long-term as our
needs, and local market conditions change. The longer term of the LLC led us to
expand the use of cash reserves, participation in property management decisions,
incentive clauses, and termination options for non-performance.

PPVs Now in Process

We have undertaken an ambitious, but | believe attainable goal over the next
three years of over 33,000 PPV units at 16 locations for the Navy and over 8,000
PPV homes at 9 locations for the Marine Corps. These figures include both existing
units and construction of new housing. Each of these projects has the full support
of the fleet and local commanders. These projects will provide our Sailors and Ma-
rines with better housing sooner much sooner. Communities will also benefit from
the additional housing construction and increased tax base.

Many PPV efforts have already met critical milestones. The Marine Corps is in
the final stages of negotiations with a developer to exchange 419 existing homes and
land located off-base for up to 160 new on base homes at Marine Corps Base Albany,
GA. We expect to provide Congressional notification of the selection of a developer
very soon.

The Marine Corps issued a solicitation in November 1998 to privatize and revi-
talize 512 on base homes, and construct 200 new homes on base at Marine Corps
Base Camp Pendleton. The first part of this project would be funded with $20 mil-
lion in previously authorized and appropriated funds.

The Navy negotiated modifications to the existing agreements with Dujardin De-
velopment and Landmark Development to provide DLP on behalf of service mem-
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bers. Payments would be paid directly to the developer to buy-down the service
member’'s out-of-pocket expenses (rent plus utilities) to the BAH rate. We expect to
provide congressional notification of the contract award and intent to transfer funds
to implement the DLP selection this summer.

In January 1999, the Navy issued solicitations to competitively enter into two new
limited partnerships for 300 townhouses near Naval Station Everett, WA, and 150
apartments and townhouses near Naval Air Station Kingsville, TX. The Navy envi-
sions a mix of 2-, 3-, and 4-bedroom homes on privately owned land for active duty
enlisted personnel. Funding for the Navy share (including DLP) would come from
$29 million in previously authorized and appropriated funds. We expect to notify the
Congress of the selections later this year.

In the last five months, we have provided Congressional notification to issue so-
licitations for PPV projects in South Texas; San Diego, CA; Lemoore, CA; Bruns-
wick, ME; and New Orleans, LA. Each PPV project would privatize all or substan-
tial portions of government owned housing, renovate or demolish inadequate homes,
and construct new units on or off-base. We would fund our share of the investment
using the equity of those housing assets and $114 million in previously authorized
and appropriated family housing funds. These projects are currently on hold by the
House Appropriations MILCON Subcommittee. We continue our discussions with
the Subcommittee to resolve their concerns.

We plan to provide Congressional notification to issue solicitations for seven more
Navy and seven more Marine Corps locations during the course of this year. Our
share of the investment cost for these projects would come from $257 million in pre-
viously authorized and appropriated funds, plus additional funds in the FHIF. Our
fiscal year 2000 program includes nearly $61.6 million in the FHIF for PPV projects
at five locations. These funds will also be combined with additional prior year and
future year funds for additional PPV projects at some locations.

DEPARTMENT OF THE NAVY FISCAL YEAR 2000 PPV PROJECTS IN FAMILY HOUSING
IMPROVEMENT FUND

Location Funds in Millions # Homes

NAS Lemoore, CA $20.1 406

MCAS Cherry Pt, NC ... 22.0 728
NTC Great lakes, IL 14.4 885
NICP Philadelphia, PA ... 0.2 6
Parris Island 49 201

61.6 2,196

MILITARY CONSTRUCTION

Our military construction program continues our approach of budgeting for only
those projects that meet the highest priority readiness and quality of life needs of
the Fleet and Fleet Marine Force, and their Reserve Components. The Navy con-
venes a Shore Facilities Programming Board and the Marine Corps convenes a
MILCON Program Evaluation Group each year to consider, evaluate, and prioritize
military construction projects. Projects are selected based on a number of different
criteria, including fleet priorities and the most critical readiness, quality of life, and
compliance needs.

Military Construction policy, like Family Housing, focuses on first fixing what we
own. To this end, 62 percent of the active and reserve military construction program
for the Navy and 45 percent for the Marine Corps is dedicated to replacement and
modernization projects.

This budget expands our efforts begun last year to modernize our piers and
wharves. Our construction program includes $168 million for five pier/wharf
projects. Examples include:

—Berthing Wharf at Naval Submarine Base Pearl Harbor, HI. This $29.5 million
project (fiscal year 2000 appropriation of $7.5 million) replaces two wharves
built in the 1940s that are now deteriorated beyond repair and that do not have
the structural capacity to support heavier mobile cranes now used to service
new submarines.
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—Berthing Pier at Naval Station Norfolk,VA. This is the second phase of a $45.5
million project to replace Pier 2, which is over 50 years old. Pier 2 now has lim-
ited deck space, inadequate power supply, and lacks the structural strength to
safely support current ship classes. Full authorization and a $32.0 million ap-
propriation were provided in fiscal year 1999. This budget requests the remain-
ing $12.7 million to complete the replacement of Pier 2, with a $0.8 million
SIOH tail through fiscal year 2004.

Our construction program also funds 14 operational facilities totaling $35 million.

Examples include:

—Control Tower and Air Traffic Control Facility at Marine Corps Base, HI. This
$5.8 million project (fiscal year 2000 appropriation of $1.5 million) replaces an
existing control tower built that is deteriorated and lacks sufficient height to
meet safety and FAA regulations. The project also replaces trailers installed in
the early 80’s that are too small to install new equipment scheduled for installa-
tion in 2001.

—Operational Support Facilities, Naval Support Activity, Souda Bay, Crete. This
$6.4 million project (fiscal year 2000 appropriation of $1.6 million) provides sev-
eral new buildings and an aircraft-parking apron to replace temporary trailers.

There are 8 projects totaling $40 million to support military training functions.
Examples include:

—Strike Fighter Weapons Training Facility, Lemoore, CA. This $4.0 million
project (fiscal year 2000 appropriation of $1.0 million) upgrades and expands an
existing facility to support the introduction of the F/A-18E/F aircraft to NAS
Lemoore.

—Staff Non-Commissioned Officer Academy, Marine Corps Base Camp Pendleton,
CA. This $6.5 million project (fiscal year 2000 appropriation of $1.6 million) pro-
vides an academic instruction building, armory and warehouse complex to re-
place temporary facilities that are located far from where the students do much
of their training.

There are 17 maintenance and storage projects totaling $120 million. Examples

include:

—Aircraft Acoustical Enclosure at Naval Air Station Oceana, VA. This $11.5 mil-
lion project (fiscal year 2000 appropriation of $2.9 million) provides a means to
control noise generated during in-frame high power jet engine testing on F-14
and F/A-18 aircraft engines.

—Tactical Vehicle Maintenance Facility, Marine Corps Base Twentynine Palms,
CA. This $14.0 million project (fiscal year 2000 appropriation of $3.4 million)
provides a maintenance facility with an overhead crane, sunshades, and park-
ing for tactical vehicles used during Combined Arms Exercises.

There are six environmental compliance and safety of life projects totaling $52

million. Examples include:

—Sewage Treatment Plant, Naval Surface Warfare Center Division, Indian Head,
MD. This $10.1 million project (fiscal year 2000 appropriation of $2.6 million)
would demolish 17 failing septic systems and connect them to an upgraded
treatment plant. The current plant is in violation of the Clean Water Act and
Maryland Department of Environment standards.

—Hazardous Materials Storage Facility at Naval Air Station Joint Reserve Base
Willow Grove, PA. This $1.9 million project (fiscal year 2000 appropriation of
$0.3 million) in the Military Construction Naval and Marine Corps Reserve Ap-
propriation provides a facility to store hazardous and flammable material in
compliance with environmental and safety standards. Existing facilities have
been cited for non-compliance.

The single most expensive project in our budget is an $86.0 million project (fiscal
year 2000 appropriation of $15.9 million) to construct a new U. S. CINCPAC head-
quarters building at Camp H. M. Smith, HI. This project, to be constructed in three
phases, would consolidate personnel that currently occupy portions of 25 different
buildings, nearly all of which are deemed substandard or inadequate.
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NAvyY BQ GoALs

Eliminate the 6,900 BQ spaces with gang heads by fiscal year 2008;
Eliminate the $648 million BQ repair backlog by fiscal year 2004;
Achieve the 1 + 1 standard by fiscal year 2013.

MARINE CoRrPs BQ GoALS

Eliminate 10,400 BQ spaces with gang heads by fiscal year 2005;
Eliminate the $114 million BQ repair backlog by fiscal year 2004;
Assign more than two Marines per room by fiscal year 2036.

Quality of Life

There are a number of important quality of life projects included in our fiscal year
2000 budget. The single largest effort is for the construction and modernization of
Bachelor Enlisted Quarters (BEQs).

The DOD adopted a 1 + 1 construction standard in 1995 for permanent party
personnel. This configuration consists of two individual living and sleeping rooms
with closets, and a shared bath and service area. The Marine Corps has been grant-
ed a permanent waiver to use an alternate 2 + configuration for junior enlisted,
i.e., two persons per room. This allows the Marine Corps to foster team building and
build unit cohesion. These standards do not apply to recruits and A-school students.
Overseas locations also have unique considerations.

The Navy has 12 BQ projects totaling $205 million (fiscal year 2000 appropriation
of $51.4 million) in the fiscal year 2000 program.

—Four projects are being built to the 1 + 1 standard for permanent party E1-

E4 personnel. They provide a total of 582 two-room modules.

—Three projects are being built to the 2 + standard for E1-E4 personnel. They
provide a total of 405 single-room modules. One of these projects is at a Marine
Corps base where the 2 + standard applies; another is in Southwest Asia; the
third is at Pearl Harbor as an interim step to the 1 + 1 standard due to the
large shortage of adequate spaces.

—Four projects are being built to the 2 + 2 configuration for A-school students
and transients. They provide a total of 484 two-room modules.

—One open bay project, which provides space for 480 recruits at Naval Recruit
Training Center Great Lakes, IL.

The Marine Corps has three projects totaling $50 million (fiscal year 2000 appro-
priation of $12.5 million) in the fiscal year 2000 program. All three Marine Corps
projects are being built to the 2 + standard. They provide a total of 592 single-room
modules for junior enlisted personnel.

Both the Navy and Marine Corps are on track to achieve their long-range BQ
goals. Navy BQ 1 + 1 and Marine Corps 2 + transition plans are nearing comple-
tion. Since moving to the new BQ construction standards, the Navy has completed
thirteen 1 + 1 BQ projects providing 1,800 rooms and three 2 + BQ projects pro-
viding 600 rooms. The Marine Corps has completed three 1 + 1 BQ projects! with
961 rooms and four 2 + BQ projects providing 804 rooms.

There are other quality of life projects in the fiscal year 2000 program: the Navy
has two multi-purpose fitness facilities, and the Marine Corps has a child develop-
ment center, a family services center, and two fitness facilities.

BASE REALIGNMENT AND CLOSURE

Realignment and Closure Status

We are implementing four rounds of base realignment and closure (BRAC), 1988
under Public Law 100-526 and 1991, 1993, and 1995 under Public Law 101-510.
As a result of these decisions, we are implementing 178 actions consisting of 46
major closures, 89 minor closures, and 43 realignments. These closures and realign-
ments include major Navy and Marine Corps installations in Philadelphia, PA;
Charleston, SC; Orlando and Jacksonville, FL; Seattle, WA; San Francisco, Long
Beach, San Diego, and Orange County, CA; Honolulu, HI; as well as other bases
in Rhode Island, Alaska, and Guam.

11These Marine Corps 1 + 1 BQ projects were initiated prior to the blanket waiver to the
2 + 0 standard.
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While this has been a complex challenge for the Department as well as for the
communities that hosted our ships, aircraft, Sailors, Marines and their families for
so many years, we have made substantial progress.

As of the end of January 1999, we had completed the operational closure or re-
alignment of 93 percent (165 of 178) of all BRAC actions. Operational closure means
that all mission equipment and military personnel (with the exception of a small
caretaker cadre) have been disestablished or relocated to a “receiving” site. We will
complete eight more actions in 1999, four in 2000, and one in 2001. We will meet
the statutory requirement to complete all BRAC closure and realignment actions by
July 2001. As of the end of fiscal year—1998, we had obligated 98 percent of the $8.5
billion appropriated for DON BRAC actions.

BRAC Costs and Savings

We have closed or realigned bases to make the Navy's shore infrastructure more
proportional to its force structure and to provide resources to recapitalize our weap-
ons systems and platforms. As of the end of fiscal year 1998, we had spent $8.5 bil-
lion on all four BRAC rounds to construct new or adapt existing facilities, move per-
sonnel, equipment, ships and aircraft to their new homeports, and clean up contami-
nation. We will have saved $8.0 billion from no longer having to operate, maintain,
and staff these bases. The result is a net cost of $471 million to date. However, at
the end of this fiscal year, our net savings will exceed our net cost by $1.4 billion.
And by the end of fiscal year 2001, when all four rounds will be completed, we
project that the DON will have spent $9.9 billion and saved $15.7 billion, for a net
savings of $5.8 billion. Beginning in fiscal year 2002, we will save an additional $2.6
billion each year. These net savings estimates have been validated by several inde-
pendent sources.

Environmental Cleanup

As we near the completion of BRAC-related construction, we are fully focused on
finishing environmental cleanup and completing property disposal. We have already
spent more than $1.0 billion through fiscal year 1998 on environmental work at our
BRAC bases for environmental baseline studies to identify potential contaminated
sites and assess the nature and extent of contamination to doing the cleanup, re-
moving underground storage tanks, and closing hazardous material storage facili-
ties.

Each base has established BRAC cleanup teams composed of remedial managers
from the Navy, States, and the Environmental Protection Agency to review,
prioritize, and expedite the necessary cleanups consistent with reuse plans. We rec-
ognize the dynamics of reuse and stand prepared to phase our cleanup plans as
needed to support changing community needs.

One measure of our progress in cleanup of contaminated property is the number
of acres that have become suitable for transfer under the Comprehensive Environ-
mental Response, Compensation and Liability Act (CERCLA) and the Community
Environmental Response Facilitation Act (CERFA). Properties in categories 1-4 are
environmentally suitable for transfer. Cleanup was either completed or unnecessary
in these areas. Property in category 5 indicates remedial investigations or cleanup
is underway. Properties in category 6 require cleanup, but actions have not been
started. Category 7 property has not yet been completely evaluated. The table shows
the progress we have made moving property towards categories 1-4. Most of the en-
vironmental studies are nearing completion. Fully 70 percent of our fiscal year 2000
BRAC environmental effort is targeted towards actual cleanup.

ACRES (ALL BRAC)

September  September  September
1996 1997 1999

CERFA Cat 1-4 107,833 143,100 147,119

CERFA Cat 5 11,260 1,596 3,193
CERFA Cat 6 7,572 6,395 5831
CERFA Cat 7 39,194 14,768 9,716

165,859 165859 165,859
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There are 1,000 contaminated sites at 53 BRAC installations. A contaminated site
crosses the “cleanup finish line” when it achieves Remedy-in-Place/Response Com-
plete (RIP/RC) and the regulator subsequently concurs. As of the end of fiscal year
1998, we had achieved RIP/RC status at 44 percent of all BRAC sites. By the end
of fiscal year 2001, when BRAC ends, we expect to have completed cleanup at 90
percent of all BRAC sites. Cleanup at the remaining sites will extend through fiscal
year 2010.

We are finding and continually searching for more ways to reduce cleanup costs.
We are using promising cleanup technologies and adopting natural attenuation for
low relative risk parcels at a number of our BRAC sites. We continue to work with
regulators and communities to tie cleanup standards to realistic reuse needs. We
use a BRAC Cost-to-Complete (CTC) index as a measure of our efforts to reduce
cleanup costs. At the beginning of fiscal year 1996, our BRAC CTC estimate was
$2.8 billion. At the end of fiscal year 1998, it was $1.5 billion. The CTC reduction
of $1.3 billion is the result of execution of $868 million in appropriated funds and
$441 million in cost avoidance, such as changes in risk based approaches to cleanup,
new information on the nature and extent of contamination, and use of new tech-
nologies for study or cleanup.

Section 334 Early Transfer Opportunities

Section 334 of the Fiscal Year 1997 Defense Authorization Act established a
framework for the DOD to initiate an early transfer of contaminated property to the
community. This authority allows DOD to defer the CERCLA requirement that all
remediation actions have been taken before the date of property transfer.

Section 334 requires that we first meet a number of conditions. We must obtain
concurrence from the governor of the State where the property is located. If the
property is listed on the National Priorities List, the Administrator of the U. S. En-
vironmental Protection Agency must also concur with the early transfer. Further-
more, we must determine that the property is suitable for transfer for the use in-
tended by the transferee. We may place restrictions in the deed limiting the use of
the property if determined necessary to protection of human health and the environ-
ment. Also, we must submit a budget that adequately addresses cleanup of the prop-
erty. This authority does not relieve us from full compliance with the provisions of
CERCLA.

We are pursuing several early transfer opportunities. All of them would conceiv-
ably expedite the conveyance of the property and may also reduce cleanup costs.
Three early transfer opportunities are particularly promising.

—At the former Naval Training Center San Diego, CA, the San Diego Unified
Port Authority has requested early transfer of a 51-acre site, which contains a
former landfill. The parcel is adjacent to San Diego’s Lindbergh Field Airport
and will be redeveloped as a vehicle parking area. The cleanup remedy would
be integrated into construction of the parking area.

—At the former Fleet Industrial and Supply Center Oakland, CA, the Port of
Oakland has requested early transfer of the entire main site comprising 528
acres. The primary remaining cleanup action involves a four-acre site where a
dry cleaner shop was located. The Port of Oakland is moving rapidly to trans-
form this former Navy base to expand the Port’s container terminal and has al-
ready demolished numerous structures to make way for their new development.

—At the former Naval Air Station Memphis, TN, the Millington Municipal Air-
port Authority has requested early transfer of 537 acres for airfield operations
at the municipal airport. The site contains residual trichloroethylene ground-
water contamination from solvents used in past Navy aircraft operations.

Property Reuse

Under the mandate of the National Environmental Policy Act (NEPA) of 1969, we
consider the potential environmental impacts of disposal and reuse of base closure
property before we convey property. We evaluate issues involving historic preserva-
tion, air quality, noise, traffic, natural habitat, and endangered species. The NEPA
process concludes with the issuance of a Record of Decision (ROD). In fiscal year
1998, we completed seven RODs. Eight more are planned for this fiscal year and
10 for next year.

As the Local Redevelopment Authorities develop and refine their reuse plans, we
want to support immediate reuse opportunities through Interim Leases and Leases
in Furtherance of Conveyance. We must first prepare a Finding of Suitability to
Lease (FOSL) document. At the end of fiscal year 1998, we had over 1,000 FOSLs
in place covering nearly 18,000 acres. This year, we plan to issue more than 40 more
FOSLs covering 19,000 acres.
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At the end of fiscal year—1998, we had about 115 leases in place between the
Navy and LRAs. Leased property is being used for a variety of purposes: port usage,
movie production, steel fabrication, general manufacturing and repair, education,
housing, childcare, shipbreaking, and police facilities. These leases have created sev-
eral thousand jobs to help communities recover from the loss of the Navy and Ma-
rine Corps presence. The leases provide protection and property maintenance
clauses and generate significant revenue for the LRA.

Property Disposal

While leases are desirable, they are only an interim step to the ultimate BRAC
goal of property disposal. The DON must dispose of 434 parcels of land on 91 BRAC
bases. Each BRAC base has a disposal strategy tailored for that base. It incor-
porates LRA reuse plans with environmental cleanup timetables, NEPA documenta-
tion, conveyance plans and schedules and transition requirements into a comprehen-
sive business strategy for conveying the Navy property to another entity.

Like the FOSL, a Finding of Suitability to Transfer (FOST) is needed before we
actually convey property. Here again, we are making good progress. As of the end
of fiscal year 1998, we had completed 64 FOSTs covering nearly 29,000 acres. In
fiscal year 1999, we plan to add more than 200 FOSTSs covering 23,000 acres.

Through the end of fiscal year 1998, we had conveyed through economic develop-
ment conveyances, negotiated sales, public sales, or Public Benefit Transfer over
1,850 acres, and earned $10.2 million in revenue that is being reapplied toward
BRAC cleanup. Our budget assumes we will receive about $5 million in land sale
revenue during fiscal year 2000; these funds will be applied towards environmental
cleanup of other BRAC property.

In addition to expediting the communities’ economic recovery, we want to dispose
of BRAC property as soon as practicable so that we can avoid caretaker costs and
focus on our core mission. The Navy recognized early on that the sooner a base
closed and property was disposed, the sooner savings would be achieved. We have
established cooperative agreements at many bases where the Navy has provided
funding and the LRA has accepted responsibility for providing services such as fire,
police, water, sewer, electricity, gas, and ground care as part of the property transi-
tion process.

After a base closes, however, disposal of the base closure property presents the
most complex challenge. In the disposal process, the Navy is guided by the Presi-
dent’s Five-Part Plan for Revitalizing Base Closure Communities, which emphasizes
local economic redevelopment of the closing installation and the creation of new
jobs. The Navy is bound by a legal framework of property disposal and environ-
mental statutes that govern each phase of the disposal process.

The LRA's are central to the property disposal process. Their timely submission
of a comprehensive, feasible reuse plan that will meet the standards of the National
Environmental Policy Act of 1969 (NEPA) and the broad range of Federal statutes
that govern treatment of protected resources is fundamental to the Navy's ability
to proceed with the disposal of the property. The LRA must present a request to
acquire the property that is consistent with one of the four statutory methods avail-
able to the Navy to dispose of BRAC property. Often, the LRA's do not meet these
statutory requirements and property disposal is significantly delayed. In certain in-
stances, the LRA is not adequately equipped or financially capable of assuming the
responsibilities of owning the property and conveyance of base closure property to
the LRA lags far behind Navy schedules for disposal of the property. The quickest
and most efficient way to dispose of BRAC property may be by direct public sale.

INFRASTRUCTURE EFFICIENCY EFFORTS

Need for Two More Rounds of BRAC

I have so far discussed our investment plans to improve our infrastructure. How-
ever, as | indicated previously, we still have significantly more infrastructure re-
maining after four BRAC rounds than needed to support the conceivable force struc-
ture of the future. The Quadrennial Defense Review, Defense Reform Initiative, and
the National Defense Panel all concluded that more rounds of BRAC are required
to further shrink the military infrastructure. An April 1998 DOD report to Con-
gress, submitted in accordance with Section 2824 of the fiscal year 1998 National
Defense Authorization Act, analyzed capacity by types of bases for each military de-
partment and Defense Logistics Agency. The report concluded that the DOD has
about 23 percent excess base capacity. The report also validated BRAC savings esti-
mates, and noted that actual one-time implementation costs are close to or less than
initial estimates.
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I again ask your support for DOD’s request for two more BRAC rounds, beginning
in fiscal year—2001.

Re-inventing Shore Infrastructure

As we ask for two more rounds of BRAC, we have not been sitting idle. Under
the leadership of the Secretary of Defense, the Secretary of the Navy, the Chief of
Naval Operations and the Commandant of the Marine Corps, we have a multitude
?f initiatives well underway to make our infrastructure more effective and less cost-
y.
We have charted an ambitious course. The Navy has programmed $8 billion in
savings over the fiscal year 1998 to fiscal year 2005 period; the Marine Corps has
programmed $370 million over the same period. We also realize that these efforts
require us to invest money, sometimes, significant sums of money up-front to do the
necessary analyses. We are carefully evaluating proposals, and where the potential
payback appears convincing, we are stepping up to the plate and putting money in
the budget to pursue the most promising initiatives. Given the wide variety of ini-
tiatives, the Deputy Chief of Naval Operations (Logistics) has developed a strategic
business plan that melds these myriad opportunities into a cohesive vision while
still providing execution flexibility to Fleet and Base commanders.

Here are but a few examples:

—Competitive Sourcing.—We are reviewing all “commercial activities,” i.e., those
functions that are now performed by military or DON civilians but that are also
performed by the private sector. Using the Office of Management and Budget
Circular A-76 process, we are competing to find who can best perform such
functions as food services, housing management, grounds maintenance, facility
maintenance, data processing, and aircraft refueling—a “most efficient organi-
zation” of in-house personnel, or by contract to a private sector provider. This
single initiative holds promise to generate over $5 billion in savings by fiscal
year—2005. We are still on the front end of this effort. We have to date an-
nounced competitions for about 21,000 Navy military and civilian billets. The
Marine Corps plans to announce their first competitions later this year. A total
of about 80,000 Navy and 5,000 Marine Corps billets are planned. Early results
are promising. The Navy has completed competition of 896 billets so far, which
have generated $9.4 million in annual savings.

—Building Demolition.—The goal of the building demolition program is to elimi-
nate aging, unneeded and often unsightly facilities and their associated oper-
ating and maintenance costs. The Navy plans to demolish over 9.9 million
square feet and the Marine Corps 2.2 million square feet by fiscal year 2002.
Both the Navy and Marine Corps have centrally managed demolition programs
with funds included in Real Property Maintenance Operations and Maintenance
accounts. Through the end of fiscal year 1998, we had invested $63 million to
demolish 5.9 million square feet and removed nearly $600 million in PRV from
our rolls. We are now investing about $40 million per year. Our fiscal year 1999
program consists of 59 projects to demolish 534 structures.

—Privatization of Utilities.—Defense Reform Initiative Directive 49 directed the
Services to privatize all their natural gas, water, wastewater and electrical sys-
tems except where uneconomical or where the systems are needed for unique
security reasons. This is expected to reduce costs while providing quality utility
services. The Navy has 751 systems and the Marine Corps has 135 systems
worldwide to be examined for privatization. We have budgeted $11.2 million in
fiscal year 1999 and $33.7 million in fiscal year 2000 to perform the necessary
studies to meet the first DOD milestone: a determination by 30 September 2000
of which utility systems to try to privatize. Subsequent milestones are to issue
all Requests for Proposals by 30 September 2001, and to award all contracts by
30 September 2003.

—Claimant Consolidation/Regionalization of Base Operating Support (BOS).—Ef-
fective 1 October 1998, the Navy consolidated the number of major commands
with BOS responsibilities from 18 to 8. Regional BOS Commands have been es-
tablished to manage the BOS functions. This consolidation will allow smaller
commands to focus on their primary mission, and provide new opportunities to
optimize these functions under a single commander in a Navy fleet concentra-
tion area. The Regional BOS Commanders are now pursuing ways to develop
more effective business practices.

—Smart Base.—Smart Base is an attempt to bring off-the-shelf modern tech-
nology and business practices to Navy applications. A variety of demonstrations
are planned or underway that promise to increase efficiency and reduce costs.
One example is Distributed Learning Centers (DLC), which provide classroom
skill training without the need to travel to a distant schoolhouse. DLC is now
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deployed at 90 sites. Another example is Small Procurement Electronic Data
Interchange (SPEDI), which provides paperless ordering of standard supplies
and material on-line.

CONCLUSION

In conclusion, | believe the DON infrastructure program is now stronger than it
has been in recent memory. Some of the additional topline relief made available to
the DON has been applied to our programs. | believe we have truly turned the cor-
ner on our housing PPV effort. We are investing more military construction funds
to renew and upgrade critical waterfront, maintenance, operational, and training fa-
cilities, while staying on track with our plans to improve the living conditions of our
single Sailors and Marines. We are proceeding with numerous promising initiatives
to make our infrastructure more responsive and less costly.

There is admittedly some concern and potential risk in delayed execution by fi-
nancing our fiscal year 2000 construction program using Advance Appropriations.
However, with the help of the Congress, | believe that we can safely manage this
new effort with no real impact on construction time lines.

That concludes my statement. | appreciate the support that this Committee and
its Staff has given us in the past, and | look forward to continued close cooperation
in the future.

Senator BURNS. Thank you, Mr. Secretary.

We welcome our good friend, Senator Murray, from Washington,
the ranking member on this committee. If you have an opening
statement, we would like to hear from you now.

PREPARED STATEMENT OF SENATOR MURRAY

Senator Murray. Well, thank you, Mr. Chairman. | apologize for
being late. 1 am trying to juggle several committee hearings this
morning. | will just submit my statement for the record so that we
can get to the questions for the panel. But just let me express my
concern about the incremental funding plans, as you have as well,
and | hope that we can work through that process and come to
some good conclusions.

So, thank you very much.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATTY MURRAY

Thank you, Mr. Chairman, for scheduling this hearing to discuss the fiscal year
2000 construction program proposed by our navy and defense agencies.

I share the concerns that you have raised regarding the incremental funding plan
for military construction proposed by the defense department. | have not detected
a great deal of enthusiasm for this scheme from any source, including those who
devised it.

Given the lukewarm endorsement of this plan by the services, I'm sure the chilly
reception it has received on Capitol Hill comes as no surprise to any of our wit-
nesses.

It is clear to me that there are a number of risks associated with this plan.

The services have indicated that they can execute construction projects under this
incremental funding formula, and | have great faith in their ability, but they have
also acknowledged that incremental funding could drive up costs, will definitely
complicate oversight, and could result in schedule delays.

This is not an auspicious start to preparing our services to meet the challenges
of the New Millennium.

The fact is, the infrastructure and quality of life programs that the Military Con-
struction Appropriations Subcommittee oversees are crucial to the morale and readi-
ness of our armed forces.

This is not an area in which we can afford to cut corners.

I have heard over and over again about the importance of quality of life issues
to the men and women who serve in our military, and to their families. Deterio-
rating infrastructure at U.S. bases in this country and around the world is ham-
pering our military’s readiness at a time when the operating tempo is soaring.
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Increased deployments are putting an added strain on families at a time when
military family resources—housing, schools, clinics, support services—are struggling
just to keep up with demand.

I note, for example, that ms. McGinn, in her prepared statement, says that the
defense department is currently meeting only 58 percent of the total child care
needs of the military members, and that the goal is to meet 65 percent by the year
2003. That leaves a huge gap in childcare services, which, as any working parent
knows, is a necessity, not a luxury.

While | appreciate the fact that the defense department is working to find a vari-
ety of solutions to meet child care demands, the fact remains that all the creative
thinking in the world won't help families who need quality child care now.

| am convinced that the military will never solve its recruitment and retention
problems unless it pays significantly more attention—and commits a significantly
larger proportion of its resources—to family needs. | am in no way attempting to
imply that quality of life issues are more important than war fighting capabilities,
but I do contend that both are essential elements of readiness, and both deserve our
support. know that you take very seriously the responsibilities of this subcommittee,
and | commend you for the fair and even-handed leadership that you have consist-
ently demonstrated in your handling of the many demands placed before this panel.

Given the budget constraints that we are facing, this is likely to be a more chal-
lenging year than usual. | wholeheartedly hope, in terms of proposals to finance
military construction, that it is also an aberrant year, and that incremental funding
proposals will not become a habit.

Thank you, Mr. Chairman. | welcome our witnesses, and | look forward to hearing
their testimony.

Senator BUurNs. We are joined now with a little Alaska sunshine,
Senator Stevens, the full chairman of the Appropriations Com-
mittee.

STATEMENT OF SENATOR STEVENS

Senator STEVENS. Thank you, Mr. Chairman.

I, too, am worried about the problem of this deferred construction
concept in the MILCON accounts, and | think we better find a mid-
dle ground fairly soon. We are trying to make some study to see
whether this concept will drive construction costs up because of the
risk factor involved in continued appropriations for some, as op-
posed to others.

In tight budgets, people like to know, when they get a contract,
think that the money is in the bank, literally. We have always be-
lieved that it got us a lower price when people knew they really
had the money tied down. The contractors have not been heard yet
on this. I think, Mr. Chairman, we ought to think about getting
some contractors to come in and tell us, if it is possible, what im-
pact this new process would have on these contracts.

I remember once when Senator Stennis had a similar suggestion
about starting a major naval vessel with a down payment and how
he reacted. That was short-lived, and he was capable of making de-
cisions and sticking to them.

I think our problem now is that we do have a ceiling here for the
year 2000. If I am right, we are going to get the wall between de-
fense and non-defense spending back again in the congressional
budget resolution when it is not in the administration’s budget.
That needs to be explored also, to see how confusing that is going
to become as we try to avoid another train wreck, as we call it,
having an omnibus bill at the end of this session.

But, I do want to tell you I am grateful to you for your concept
of leasing before final turnover of facilities. I am particularly con-
cerned still with the Adak situation. Your people have been very
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willing to consider the concept of leasing prior to final turnover. I
think there are some of those areas that ought to be accelerated,
and they should consider additional facilities that could be leased,
because currently the limitations are very great.

In addition to that, there are some areas that are sort of out of
bounds for the people who are trying to work there because of clas-
sification under the environmental concerns. Because environ-
mental concerns have been expressed in some areas, | would like
to have them reviewed. | think we are being too strict about that.
If Navy personnel were able to operate there for the period since
World War Il on those properties without harm to the person, with-
out extensive risks to the employees, | do not know why they
should suddenly become out of bounds as far as successors in oper-
ation are concerned. They have expressed great consternation to
me about that.

Have you been out there lately, Mr. Secretary?

Mr. PIRIE. | have not been there in about 3 years, Mr. Chairman.

Senator STEVENS. | hate to tell you, | have not been out there
in about that time, too. Why don't we take a trip out there some
time this year and take a look? Because | keep getting reports that
the future of that civilian takeover is going to be severely impacted
if they do not get access to the properties they need to commence
business operations, particularly going into fuel supply for the
trans-Pacific airlines and air cargo carriers, and into some concept
of pre-port fabrication of materials brought through there by air
cargo operations. If that does not get started soon, it will not be
a possibility, with the longer- and longer-range aircraft being avail-
able to all the carriers.

Thank you very much, Mr. Chairman.

Mr. PIRIE. | would be glad to work with you, Mr. Chairman, on
those issues.

Senator STEVENS. | appreciate that. | am just dropping by. We
have about five subcommittees meeting at the same time this
morning. | think | have some questions | will submit for the record
for you all. Thank you very much.

INCREMENTAL FUNDING

Senator BuUrNs. Thank you, Mr. Chairman. We appreciate your
comments. And | will tell you that we started a review on some of
this, Mr. Chairman, with the Secretary, and that continues. So, we
appreciate that.

Secretary Pirie, I am still concerned about the Department’s plan
to phase-fund military construction in 2000. | recognize that there
is tremendous fiscal year pressures to realign money. We know
where those pressures are coming from, and | am afraid that if the
practice continues, it may have long-term implications on what we
can do with this committee and the challenges we have had.

Do you want to comment on that? Because the realignment of
money this past year—this past 2 years, really—has been substan-
tial.

Mr. PIrRIE. Well, Mr. Chairman, | guess | share Senator Stevens’
concern about the amount of risk that we are imposing on the peo-
ple that we are dealing with and the effect that that is going to
have on what they are going to have to charge in order for them
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to operate responsibly and for them to get access to financing. Ad-
miral Smith looked into this and talked to some people about this.
And | think he can expand on that.

Senator BurNs. Admiral Smith?

Admiral SmITH. Senator, as the head of the contracting agency
for the Navy that executes the military construction program, when
this concept was first broached, sir, | called in all of my attorneys
and contract specialists, and we first went over the legalities of ac-
tually executing a program this way. And after we had determined
that it could be done in accordance with the Federal Acquisition
Regulations and with existing law, | then said, well, what is our
risk here, what is it going to cost us? And, to be honest with you,
we could not tell.

So, | made a couple of phone calls. And | called the president of
the Association of General Contractors, as well as the CEO of a
major construction company in America. And | asked them specifi-
cally, if I put a clause in a contract that says, “subject to the avail-
ability of funds,” will it cost me any money; and, if so, how much?

In both cases, my friends said it will definitely cost you more
money. However, it will vary with the contract. And it will vary
with the project. And we cannot tell you it will be $10, a half a per-
cent or 20 percent, because it will vary with the project. But it will
be in there. And, oh, by the way, it may well restrict the number
of people who are interested in doing government work, as opposed
to the way it is now.

Senator BurNs. Admiral, were you successful in any way of de-
termining our old conventional way of financing those projects, how
much more that cost is going to be?

Admiral SmiTH. No, sir. And | tried to press them on that, be-
cause they tend to be very, very detailed in their cost accounting,
on what it costs them to do work. And they of course do work for
the private sector, as well as the public sector. And they said, no,
it is just a matter of introducing risk into a business deal, and we
will put an extra percentage on the side. But it will vary with the
job, so we cannot give you a singular answer.

Senator BurNs. Did that make you think that maybe this ap-
proach may have to be looked into further, though?

Admiral SmITH. Yes, sir. Again, | am always concerned about
getting the best value in any procurement for the taxpayers. And
if there would be extra administrative costs or uncertainty costs in
here, from my perspective, personally, it certainly would be some-
thing that we would want to look at.

BARRACKS

Senator BURNS. Secretary Pirie, | understand that the Navy will
not be able to implement the 1-plus-1 standard until 2013. That is
14 years out there. And, by the way, looking out into the future,
the only time we talk about that is sort of with the budget. We do
not look at the immediate needs. | can remember one time we held
a hearing on Y2K in 1991. We did not get one drop of ink, and now
everybody is in this crash program of Y2K.

I am wondering, is the Navy allocating sufficient resources to
solve this problem? And do you have a handle on that, when we
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spread that out that far, the total cost? | have a feeling it is going
to cost us more.

Mr. PIRIE. | am not sure about whether it is going to cost us
more, Mr. Chairman. We are putting about $120 million a year in
MILCON for Navy Bachelor Quarters (BQ’s) and $90 million for
real property maintenance. Not making the 1-plus-1 by 2013 is not
the whole question by any means. Because we have a succession
of other kinds of standards which are going to improve quality of
life for people other than the 1-plus-1's—for example, the 2-plus-0's
that we are putting in for the A schools and for transients or the
barracks we are building for recruits.

So, even though it takes us a long while to converge on getting
1-plus-1 for everybody, we are steadily improving the overall qual-
ity of our barracks housing for single sailors. And | think that goes
for the marines, as well.

Senator BUrNs. Yes, | want to hear from General Higginbotham.

General HiccINBOTHAM. Sir, we have a little bit different chal-
lenge. And what we are looking to do, at least with the 2000
money, is be able to get our marines out of gang head and open
squad bays by the year 2005. But it is also going to take until 2037
just to get our marines in the two men per room. Now, that is not
2-by-0, that is just two men per room.

Senator BUrNs. Do not plan on me being there to cut the ribbon.
[Laughter.]

General HiceINBOTHAM. Right. So, that is really reaching out
there.

What we have recently done, though, the Commandant and I
have put together a 10-year plan that will improve those numbers.
But to be able to do that is going to require some enhancement.
And so what we would really like to be able to do is have two men
per room by the year 2020. And so we have a plan that will get
us there, but it is going to take a little help to do that. And so that
is what we are striving to do.

So, we have a very aggressive plan in terms of the money that
we are putting into MILCON and quality of life is very aggressive
at this point.

Senator BUrNs. Tell me, is it such a big, important item in reten-
tion? Is that a major item in retention?

General HiccINBOTHAM. Absolutely.

Senator BURNS. From your observations.

General HiccINBOTHAM. Oh, absolutely it is. In fact, during this
past month, | had the opportunity—I visited every one of our in-
stallations in the Marine Corps to look at all of our fiscal year 2000
MILCON projects. And in particular, 1 went out to Twentynine
Palms, and | looked at one facility they had out there for students.
And in one barracks, we have six students per room, inadequate
lighting, no adequate desks. And so it is that kind of environment
that we really have to do something about.

And so these are our young marines that, even though it is a
Permanent Change of Station (PCS), they are there for a year to
undergo schooling, that is really inadequate. So, that is really what
we are trying to do, is put money into readiness, do something
about Bachelor Enlisted Quarters (BEQ’s) and quality of life. And
so that is a principal piece of our focus.
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RETENTION AND RECRUITING

And, Mr. Chairman, if | could just make one other quick state-
ment here, because in your opening statement you talked about re-
tention and recruiting. And so, your Marine Corps is doing very
well as it relates to recruiting and retention. We have made those
goals 44 months straight.

Now, with that said, this is tough business. And so we truly have
our best marines out there recruiting. But it takes leadership and
hard work to do it. But we are doing very well at this point.

Senator BURNs. Any comment, Admiral Totushek?

Admiral ToTuscHEK. No, sir.

Senator BURNS. Secretary Pirie, did you want to respond?

Mr. PIrIE. Well, | was just going to say, as to the retention value
of improving the BQ’'s, | mean the Marsh panel was unequivocal
about how important it is. And in my talking to young sailors and
marines, when they see the kind of new 2-plus-0’'s and 1-plus-